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SUBJECT: Zero-Em ssion Vehicle Credit

SUMVARY

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would provide a credit equal to an unspecified percentage of
the anount paid or incurred to | ease or purchase a new zero-em ssion vehicle
(ZEV), with a $3,000 per vehicle annual credit limtation

EFFECTI VE DATE

As a tax levy, this bill would be effective inmedi ately upon enactnent. This
bill specifies that it would apply to taxable and i ncone years begi nning on or
after January 1, 2001, and before January 1, 2006.

LEG SLATI VE H STORY

AB 3322 (95/96) proposed an ultra | owem ssion or zero-em ssion vehicle credit
and fail ed passage in the Assenbly Revenue and Taxation Commttee. SB 751
(95/96) proposed a simlar ultra | owem ssion or zero-em ssion vehicle credit and
fail ed passage in the Senate Appropriations Commttee.

PROGRAM HI STORY/ BACKGROUND

Prior state law, in effect for taxable or incone years beginning on or after
January 1, 1991, and before January 1, 1996, allowed a credit equal to 55% of the
qgualified costs paid or incurred for |ow em ssion notor vehicles or | owem ssion
conversion devices. ZEVs were included in vehicles eligible for the credit. The
Cali fornia Energy Conm ssion was responsible for allocating an annual maxi num
aggregate amount of $750,000 to all taxpayers. Qualified costs included:

1) the cost of retrofitting an existing notor vehicle to operate on | ow
em ssi on fuel
2) the differential cost between purchasing a new | ow emn ssion notor vehicle

and a conparable vehicle that was not a | ow em ssion vehicle (as certified
by the State Air Resources Board); or
3) 15% of the purchase price of a qualified nonrecreational notor vehicle.

Any unused credit could be carried forward. The credit was required to be
reduced by the anpbunt of any federal credit clained for the cost of retrofitting
devi ces.
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SPECI FI C FI NDI NGS

For property placed in service after June 30, 1993, and before January 1, 2005,
federal law allows a deduction fromgross incone for part of the cost of any
qualified clean-fuel vehicle or qualified clean-fuel vehicle refueling property
in the taxable year in which the property is first placed in service by its
original owner. For purposes of this deduction, a notor vehicle is defined as a
sel f-propel |l ed vehicle manufactured primarily for use on public streets, roads,
and hi ghways and having at |east four wheels. The maxi num deduction is limted
based on the vehicle s gross weight and the type of vehicle. Electric vehicles
are excl uded.

Taxpayers must reduce their federal adjusted basis for depreciation purposes in
the clean-fuel vehicle by the anmount of the deduction clai nmed.

Under federal |law, the deduction for qualified clean-fuel vehicle refueling
property cannot exceed certain aggregate anounts per | ocation. The deduction is
not allowed for property used prinmarily outside the United States or by certain
tax-exenpt entities or foreign persons or for costs of eligible personal or
qual i fying property deducted under I RC Section 179.

Al so under federal |aw effective June 30, 1993, taxpayers may, for property

pl aced in service after June 30, 1993, and before January 1, 2005, claima credit
of up to 10% of the cost of purchasing a qualified electric vehicle, to a maxi num
credit of $4,000 per vehicle. A qualified electric vehicle is defined as any

nmot or vehicle powered primarily by an electric nmotor drawi ng current from
rechargeabl e batteries, fuel cells, or other portable sources of electric

current. Taxpayers nust offset the federal adjusted basis for depreciation
purposes in the electric car by the anount of credit clai nmed.

For property first placed in service after Decenber 31, 2001, both the federa

cl ean-fuel vehicle and refueling deduction and the federal electric vehicle
credit are phased out in the three ensuing years as follows: 25%reduction in the
year 2002, 50% reduction in the year 2003, and 75% reduction in the year 2004.

This bill would allow a credit in an anpunt equal to an unspecified percentage of
the anount paid or incurred during the year to | ease or purchase a new zero-

em ssion vehicle covering a maxi rum of 36 nonths of |ease or purchase paynents,
up to a maxi mumcredit of $3,000 per vehicle per year. The credit shall only be
all onwed for new ZEVs with an original |ease termor purchase that comences

bet ween January 1, 2001, and Decenber 31, 2002.

The bill defines "zero-em ssion vehicle" as a light-duty vehicle certified by the
California Air Resources Board as having zero tail pi pe and evaporative em ssions.
Eligible ZEVs shall neet all federal and state safety requirenents and shall have
m ni mum t hree-year warranties. Eligible ZEVs shall be freeway capable, as
determ ned by the California Air Resources Board in conjunction with the
Departnent of Mdtor Vehicles (DW).

This bill specifies that a | essee of a ZEV may nake an irrevocable election to
all ow the I essor of the vehicle to take the credit provided under this section
provided that the |l essor agrees in witing to pass-through the full value of the
credit to the lessee in the formof |ower |ease paynents. The |essor shal
provide full documentation of this transaction to the | essee.
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This bill specifies that the California Air Resources Board, in consultation with
the DW and the California Energy Conm ssion, shall specify criteria and ot her
requirenments for eligibility for this credit and shall adm nister the

determ nation of vehicle eligibility for the Franchi se Tax Board (FTB)

This bill would allow any unused credit to be carried over until exhausted.
Since this bill does not specify otherw se, the general rules in state | aw that
apply to the division of credits anong two or nore taxpayers would apply.

Pol i cy Consi derati ons

Whil e several state agencies are involved in the determ nation of what types
of vehicles are eligible for the credit, the bill does not actually require
the vehicle to be registered or operated in California.

The bill requires that a |l essor "agree in witing" to pass through the full
value of the credit to the lessee in the formof |ower |ease paynents in
order for the lessor to claimthe credit where the | essee has nade the
election to allow the |lessor to do so. However, there is no penalty to the
|l essor if the lessor fails to honor the contractual agreenent, nor is there
any effective way for the departnent to audit this particular provision.

The bill allows a credit on the "l ease or purchase" paynents nmade during the
36-nonth qualifying period, but does not specify what those paynments may be
comprised of. For exanple, |ease paynents ordinarily include an interest
factor, as do purchase agreenents, and may additionally include insurance,

mai nt enance, repairs, and extended warranty paynents. The bill should
clarify which itens included in the | ease or purchase paynments qualify for
the credit.

Tax | aw generally focuses on the "tax ownership" of property to determne
whi ch taxpayer will be entitled to depreciation deductions and, under prior
federal law, the repealed investnent tax credit. Under that latter prior
federal |aw schenme, the tax owner of the property (the lessor in a true

| ease, or the purchaser in the case of a finance |ease or straight
purchase), was the party entitled to claimthe credit, although an election
provision allowed a | essor of property to pass the credit through to a

| essee. |In contrast, this bill focuses in some instances on the tax owner
of the property (purchaser), while in other instances it focuses on the user
of the property (lessee). Additionally, in the case of a | ease transaction,
the lessor will usually be a large finance conpany or bank, rather than the
deal er or manufacturer of the ZEV.

| npl emrent ati on Consi der ati ons

This bill does not limt the nunmber of years for the carryover. The
department would be required to retain the carryover on the tax forns
indefinitely because unlimted credit carryover is allowed. Recent credits
have been enacted with a carryover limt since experience shows credits are
typically used within eight years of being earned.
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Techni cal Consi der ati ons

This bill proposes to add the Zero-Em ssion Vehicle Credit to Sections
17053. 37 of the PITL and 23637 of the B&CTL; however, these sections are
al ready used by the Credit for Joint Strike Fighter property.

FI SCAL | MPACT

Depart nental Costs

This bill is not expected to significantly inpact the department’s costs.

Tax Revenue Esti mate

Based on the data and assunptions bel ow, revenue | osses are estimated as
foll ows (assunes a 50% credit percentage):

Revenue | npact of SB 1726
For Original Lease or Purchase
Begi nni ng Between 1/1/01 and 12/31/02
Assuned Enactnent After 6/30/2000
(In MI1ions)
2000- 1 2001-2 2002- 3
Negl i gi bl e Loss - $3 - $7
@ Negligible Loss = Less Than $250, 000

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncone, or gross state product that could result fromthis proposal

Tax Revenue Di scussi on

The revenue inpact of this bill would depend upon the nunber of taxpayers
| easi ng or purchasing a new zero-emn ssion vehicle, the | ease or purchase
cost of the vehicle, the nunber of vehicles purchased, the nunber of
vehicles a | essee elects to allow the | essor to take the credit, and the
average credit applied against tax liabilities.

These estimates reflect applied credits in the respective years and are
based on the follow ng data and assunpti ons:

@ The credit (as yet unspecified) would be avail able on 50% of the anount
paid or incurred during the taxable year to | ease or purchase a new zero-
em ssi on vehicle.

@ The purchase or | ease of qualified vehicles nmust be for use in
Cal i fornia.

@ The nunber of zero-em ssion vehicles projected to be sold or leased is
estimated to be approximately 1,000 for the year 2001 and 5,000 for 2002.
These estimates were based on information fromthe Air Resources Board
and a nmenorandum of agreenent between the board and the najor auto
industries. By the year 2006, it is estimted that approxi mately 40, 000
zero-em ssion vehicles will be produced for California by the major auto
i ndustries.

 Based on information froma study conducted by Southern California
Edi son, approximately 83% of zero-em ssion vehicles are | eased and that
government | eases and sal es represent 62% of the universe.



Senate Bill 1726 (Burton)
I ntroduced February 23, 2000

Page 5

The average credit for |leased vehicles is estimated to be approximately
$2,200 annually for three years. This is based on information obtained
fromthe Internet regarding various | ease prograns and cost.

It is not anticipated that many private | essees ot her than governnment
woul d choose to transfer their credit in lieu of smaller | ease paynents.
The average credit for purchased vehicles is estimated to be

approxi mately $2,400 per vehicle per year. This assumes an average
vehi cl e paynment of approximately $400 per nonth including principal and
interest. It is assuned that the ampount paid or incurred during the

t axabl e/i ncone year represents actual paynents nmade for the purchase or

| ease of the vehicle and not the entire | oan anount if financed.

Assuned that 10% of vehicles purchased woul d not be financed. For these
i ndividuals the average credit is estimated to be $3,000 in the year of
pur chase.

The 2000-01 fiscal year |oss represents approxi mtely 10% of the | oss
attributable to the 2001 taxabl e/inconme year. This adjustnment assunes
some taxpayers would revise estimte paynents to allow for the credit and
takes into consideration both fiscal and cal endar year filers.

In summary, for the first full year of the credit, it is projected that
approxi mately 385 zero-em ssion vehicles would qualify taxpayers for the
credit. The average applied credit is estimated to be approxi mately $2, 200.

BOARD POSI TI ON

Pendi ng.



